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Introduction 
As tuition and other college expenses have continued to out pace the rate 
of inflation in the U. S. economy, increased attention has focused on the 
economics of higher education. Questions have been raised, explicitly or 
implicitly, as to whether the higher cost of a college education is justified 
and whether there are policy measures - private or public - which might be put 
in place to contain these costs and/or alter the nature of the product. 
F'erhaps uniquely among the economic sectors of Western society, higher 
education combines factors of cost, quality, price and time in ways in which 
perception may be as important as reality. Given the dual role of higher 
education, this is not surprising. On the one hand, the purpose of higher 
education is to provide an experience which will enrich the student's life. 
On the other hand, the purpose of higher education is to prepare people for 
entrance into professional life. 
Of course, these purposes are closely intertwined. An education which 
is a liber~ting one will enhance an individual's economic worth in today's 
knowledge-based society. And an institution's success in providing productive 
additions to the work force (and important research contributions to business 
and industry) will enhance the reputation of both the institution and its 
alumni and, thereby, perpetuate its existence. 
This said, there immediately rise definitional questions of major impor-
tance. Among these are the following considerations: What is meant by the 
enhancement of life and how can this be measured? Can this enhancement of 
life be measured at graduation or at life's end? To what degree does society 
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wish to make institutions of higher education conduits of social change and 
social mobility? In what ways can the efforts of ins titutions to create 
knowledge and disseminate knowledge be measured? And how can the role of 
private versus public , small versus large, secta rian versus secular institu-
tion be evaluated~ 
While the influe nce of education on the quality of life and on occupa-
tional achievement may elude precise measurement, it well illustrates the 
problem of evaluating the economics of higher education. Changes in the 
quality of life are experienced over many years. Prospective students must 
rely on the testimony of others for their ini tial evaluation. Similarly, 
alumni achievement is a function of a number of socio-economic variables so 
that baccalaureate origins may have a limited role in determining career 
paths. 
Nonetheless, a comparative examination of the financial and economic 
attributes of a cross section of colleges and universities ~ay provide clues 
to their impact on students, the mission which the schools envision for 
themselves, and t he r ole these institutions are playing in society The 
evidence seems to indicate that student and faculty quality are intimately 
related (hardly a surprising conclusion, but not a relationship that has been 
very well documented) and that the institutional patterns of resource alloca-
tion reveal so mething of the institutional value systems. 
What is attempted in this paper, then, are the following things: 
identification of financial and economic dimensions of 
.schools as these relate to student quality and alumni 
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achieve ment 
identification of at tributes of schools as these relate 
to institutional focus on the socio-economic background of 
students 
identification of the origins and uses of financial 
resources as these relate to the efficiency and strength 
(and prospects for) of colleges and universities 
identification of policy i~plications for govern•ent, 
foundation, college and individual decision making. 
Financial Factors in the Quality of Higher Education 
Fiscal strength is, obviously, a co~ponent of potentially enormous effect 
in determining the quality o~ an institution. But, perhaps not so obviously, 
it is no guarantee of success; and conceivably could have a perverse influ-
ence. 
If one views education as an enterprise whose essence is the development 
of the life of the mind, then considerations of dedication, purpose and 
creativity are paramount and constitute factors not easily related to the 
world of finance. Certa inly it can be argued that the relationship, while 
al mos t surely positive, is not linearly monotonic. Alfred North Whitehead, 
with characteristically understated eloquence, has said: 
"The justification for a university is 
that it preserves the connection between 
knowledge and the zest for life, by unit-
ing the young and the old in the imagina-
tive consideration of learning." 
(A. N. Whitehead The Aims of Educati on, 1929, 
p. 97) 
Taking Whitehead's idea of a university at face value, it might be argued 
that "imaginative conside ra tion of learning" may be facilitated by money but 
hardly guaranteed by it. 
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Recent research by the National Catholic Educational Association indeed 
suggests that effectiveness in education at the pr imary and secondary school 
level is not a function of dollars but of "dedication of students and teach-
ers . " Richmond Times Dispatch, August 11, 1990. And, in his report on a 
decade of higher education in Virginia, Dr. Gordon Davies has said that the 
experience of the State Council of Higher Education is that "rel atively small 
amounts of money on the margins of institutional budgets can help to produce 
profound changes for the better in colleges and universities (while> ironical-
ly, large amounts of money can produce complacency ." Gordon Davies Ten Years 
of Higher Education in Virginia, June, 1987, p. 6. 
If the world of higher education does not lend itself to routine tests of 
fiscal strength and operating efficiency and econo~ic performance, it 
nonetheless is influenced, constrained and empowered by money. An inrl~:~tor 
of such an influence is that student quality is significantly rel~ted to the 
fiscal strength of an institution. Regressions based on the experience of 
colleges and universit ies in Virginia in 1988 yield the following results: 
SAT= 916 + 0. 0004 (Total Assets+ Endowment> 
(2 . 03) 
R-squared = 0.24 
for public institutions and 
SAT= 856 + 0.002(Total Assets+ Endowment) 
(3 . 22) 
R-squared = 0. 33 
for private institutions. 
t -va lues are in parentheses 
Student qu~lity is measured by average SAT of entering freshmen, and 
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total assets plu s endowment is at book value . These regressions appear to 
confirm the thesis that fiscal strength is an important but not exclusive 
factor in the quality of education. In fact, these two regressions yield an 
interesting observation - that student quality is less influenced, on the 
average, by fiscal size among the state-supported institutions than in the 
privately supported schools . (Slope of 0.0004 versus 0 . 002 . ) 
While the absolute level of fiscal strength provides a partial explanat-
ion of student quality, the more crucial question is that of comparing the 
various attributes of an institution with the sources and allocation of its 
financial resources . For our purposes, we have used regre ssion analysis to 
develop single equation models of the econo mic, academic and demographic 
factors involved in higher education i n Virginia . 
These factors are highly interdependent and, therefore, are subject to 
the problem of multicollinearity in econometric analysis. Thus, a model which 
includes a large number of variables (such as size of sc hool, faculty salari-
es, tuition, endowment income, scholarships, academic support, black/white 
student composition, student services, and government aid) will be very 
"explanatory" (i . e ., have a high coefficient of correlation) but will not pick 
out significant individual variables. 
The following function, based on a few key variables, suggests that high 
SATs are associated with a well paid faculty, high tuition, and a historically 
white student body . Spending for student se rvice s is in versely related to 
SATs while scholarships are positively related (though with low statistical 
6 
significance) . [Data based on privat e colleges and universities in Virginia 
for fiscal year 1987- 88.J 
SAT= 425 + 12.4(Faculty Salaries) + 0.04(Tuition) - 182.0(Race) 
(2.72) (1.87) (-3 .9 6) 
- 0 .82(Stude nt Services) + 0. 25(Scholarships) 
(-1.52) (0 .85 ) 
Adjusted R-square = . 807 
where faculty salaries are measured in thousands of dollars, tuition in 
dollars per student, race as a binary variable , student services and scholar-
ships in dollars per full-time equivalent student. 
Thus, quality is associated with higher "price" (tuition), more expen -
sive factors of production (higher faculty salaries) , and inversely with the 
provision of amenities (student services) with race appearing as a legacy of 
the past. Scholarships do not appear as a statisti cally significant variable, 
possible reflecting the mixture of financial resources expressed in the 
following function: 
Scholarships= $391 + 0. 20(Tuition) 
(2.46) 
Adjusted R-square = .18 7 
indicating that, on average, private colleges and universities in Virgin ia 
increase scholarship money at a rate of $20 for every $100 increase in 
tuition. (Some work, allu ded to here, about increases in tuition fro~ one 
school year to the next indicates that the increases do not appear to be 
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"collusive.") 
That tuition is a major explanatory variable is indicated in the 
following equation: 
SAT= 541 + .06(Tuiti~~: 
(5.17) 
Adjusted R-square = .54 
indicating that for every $1000 increase in tuition, SATs rise by 60 points. 
Of course, as indicated above, for every $100 increase in tuition, scholar-
ships rise $20. And, by the following equation 
Tuition= $5077 + 1.29(Endowment Income) 
(5. 74) 
Adjusted R-square = .592 
it is seen that for every $100 increase in endow•ent income, tuition charges 
rise by U29. (n.b., tuition rises with endowment income rather than being 
"offset" by endowment income. It is also notable, in this connection, that 
the larger (in terms of financial resources) private schools tended to charge 
higher tuition.) 
The role of government aid in the private institutions has, at first 
glance, a curious algebraic sign 
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SAT= 1045 - 0.14($government aid) 
(-3.41) 
Adjusted R-square = 
government aid being defined as assistance from all l evels of government. The 
direction of "causation" is quite plausibly from low SATs to government aid , 
suggesting that for every drop of 100 points in average SAT scores, govern-
ments invest som~ $700 i n aid per student . Possibly, government aid to 
private schools is doing no more than barely keeping some struggling schools 
in exis tence - which, if true, would carry a message of social significance . 
Analysis of public col l ege s and universities yi elds conc l usions remark-
ably similar t o those found for the private sector . The fiscal factors , in 
fact, seem broadly the same as those for the private sector, with what seems 
to be one important difference. The difference is that there are political 
pressures for "spreading the wealth" in the pub l ic sector . 
This hypothesis receives support in the follo wing equation 
SAT= 594 + 0.003(School Size) + 11. 4(Faculty Salaries) 
(0. 58) (1. 47) 
+ 0.3(Tuition) + 0.73(Endowment Income) - 0 . 60(Scho l arships) 
(0 . 66) (2 . 63) (-2 . 71) 
- 0 . 04(Academic Support) +.90( Black/White) 
(-1 . 00) (0. 60) 
+ 0 . 24(Student Services) + 0. 04(Government Aid) 
(1.29) (1.0 4) 
Adjusted R-square = .92 
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While the interdependence among these variables creates the problem of 
multicollinearity, the function does yield some interesting results. SATs are 
directly related to endowment income and inversely related to scholarships . 
Faculty salaries (with at-value of 1.47 in the presence of multicollinearity) 
are a significant factor in a quality student body. It is perhaps surprising 
that government appropriations are not positively related to SATs. Certainly, 
the image is that states spend more on prestigious flag-ship (high SAT) 
schools. One plausible explanation is that governments try to "even thing s 
out." 
The two-variable regressions (i . e, regressions relating SATs, in turn, 
one-on-one to faculty salary, tuition, ••• ) do indicate that, broadly speak-
ing, the factors at work in the public sector are the sa me as for th e private 
institutions. For example, SATs and faculty salaries are positively related, 
and statistica lly significant as are the SATs and tuition. However, othe r 
variables are not significant: government assistance (as shown in the 
multiple regression); student services; academic expenditures. 
Using a few variables (to avoid problems of multicollinearity), it is 
seen that SATs in publicly supported colleges and universities are explained 
wel l by only three variables: faculty salaries, tuition, and race. 
SAT= 391 + 13.8(Faculty Salaries) + 0.05(Tuition) 
(2 .76 ) (1.64) 
- 331(Race) 
(-6.27) 
Adjusted R-square = . 868 
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Thus, it appears that state government policy is to invest in higher 
faculty salaries in the flagship schools and that these schools charge higher 
tuition, pay faculty well, and over the years have accumulated significant 
endowment resources. These factors reenforce the already-establi s hed high 
quality of the institutions - indi cating , again, that perception may be a 
"part" of reality . However, when it comes to scholarships, academic support 
and student servi ces - the policy of the state seems much more egalitarian. 
Indeed, the two-variable regression relating SAT and scholarships indicates 
that scholarship monies are perhaps "spread" across institutions in such a way 
that there is no differential impact among schools . 
Fiscal Strength and Operating Efficiency - Accounting Measures 
The majority of consumer spending is for goods/services produced by the 
private for-profit sector of the economy. Major exceptions to this rule are 
medical care and education and medical care is trending toward the for-profit 
sector. Consumer Reports evaluates the quality of products pr6duced by 
manufacturers and U.S. News and World Report evaluates the quality of the 
product from educational institutions. A substantial body of knowledge exists 
in the finance field concerning the evaluation of private for-profit corpora-
tions from the investor perspective. Fiscal strength and operating efficiency 
of private sector companies can be, at least partially, evaluated through the 
published financial statements . Higher education does not publish financial 
statements as such, but provides financial information to the Department of 
Education through the Integrated Postse cond ary Education Data System <IPEDS). 
These data, in Virginia, are collected at the state level by the Council of 
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HiQher Education for VirQi nia (SCHEV> and can be accessed as public informa -
. . 
tion. 
The fiscal strength of corporations can be measured through Balance 
Sheet relationships dealing with debt/equity, total assets (i.e., size), 
relationship between assets and debt, etc. Since educational institutions 
produce no equity and do not report a Balance Sheet per- se, a major portion of 
this evaluation is not possible. However, it is possible to measure variables 
that contribute to academic strength, such as size (total assets plus endow-
ment, number of students, and total assets plus endowment per student>, 
profitability of auxiliary enterprises, total faculty compensation, the cost 
of tuition, scholarship aid, the annual investment in the library, and the gap 
that exists between tuition and total cost of the educational service. 
Operating efficiency, in the private sector, relates to Income Statement 
relationships of expense to revenue, income to revenue, and inter-statement 
relationships of income to assets and income to equity. Some of this is 
transferrable to educational institutions, but it must be remembered that 
higher education is not profit-motivated. Being non-profit institutions, 
colleges and universities strive essentially to break-even. This means that 
any evaluation of operating efficiency must be relative, not absolute. 
Variables that can be used to evaluate efficiency include grand total revenue 
(including auxiliary enterprises) over total assets plus endowment (asset 
turnover>, operating margin over total assets plus endowment (return on 
investment), tuition over academic expenses (yield), administrative expense 
over total revenue, and institutional support per full-time student (the 
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latter two deal with minimization of overhead) . 
Table 1 
Fiscal Strength Measures DE!er at ing Efficienc~ Measures 
Total Assets + Endowment Total Rev./Assets + Endow. 
Full-time Equivalent Students Op. Margin/Assets + Endow. 
Tot. Assets+ Endow./FTES Tuition/AcadeMic E>:pend i tu res 
Auxiliary Enterprise margin Institutional Support/FTES 
Instructional Cost/FT Faculty Ins ti tut ion al Support/TR 
Tuition/FTES 
Scholarship/FTES 
Library/FTES 
<Total cost-Tuition)/FTES 
In the educational sector, constraints may be imposed (or self imposed) 
that restrict enrollment, tuition, etc., that make this environment less than 
the purely competitive situation . For example, the Commonwealth of Virginia 
recently capped the tuition increases for the 1990-91 academic year for all 
state institutions of higher learning. This action will affect operating 
efficiency unless the institutions take measures to reduce costs. Landlocked 
institutions do not have the ability to expand facilities to meet growing 
demand for their services . Institutions that have imposed enrollment limita-
tions upon themselves find some options toward improved operating efficiency 
closed because of this action . 
Analysis of Public Schools 
The first presumption i s that public schools are sufficiently different 
from private schools that each needs to be evaluated separately. From a 
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financial strength perspective, UVA ranked #1 or #2 in all categories. This 
was our a priori assumption. It was a bit surprising to find Radford at the 
bottom of the fiscal strength ranking due to low faculty support and low 
tuition. Intuitively, one might have expected the predominantly black 
institutions to occupy the lowest positions because of the significant bad 
press they have enjoyed in recent years, but it was not so . William & Mary 
and VMI, though only middle-sized institutions, ranked very highly on fiscal 
strength because of VMI's small enrollment (high resource commitment per 
student) and high tuition and William & Mary's tuition and library expendi-
tuY-es. 
From the perspective of operating efficiency, it was interesting to note 
that VA Tech and MaY-y Washington occupied the top two positions while VMI had 
sole possession of last position . Va Tech excelled in asset turnover and low 
overhead percentage while Mary Washington received a high yield on academic 
expenditures and had a low cost of support per student. VMI ranked last in 
y-eturn on investment and next to last in overhead support per student. If one 
were looking for evidence of economies of scale Nithin public institutions, 
this appears not to be significant. 
Analysis of Private Schools 
Though scoring poorly in auxiliary enterprise margin and scholarship 
assistance, ~L led the pack . Bluefield, by virtue of its poor showing on 
virtually every measure, trailed all others. Hampton, Nhile the third largest 
in assets plus endowment, had a very low measure of fiscal strength, particu-
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larly on the resources committed per student and on the more academically 
related items. It is interesting to note the role that scholarships play in 
narrowing the "gap" between total costs and tuition. R-MC Women has the 
highest gap and the highest scholarship/FIES while Bluefield ranks #22 in 
Tuition/FIES and #23 in scholarship/FTES . 
The most efficient private school was Marymount with a high ranking on 
all ratios while the least eff i cient was R-MC Women's. The nature of the 
eission of R-MC Women's contributed significantly to its rankings, e.g., note 
the ranking of FTES (small school) and scholarship/FTES (high cost> . There 
was little evidence of economies of scale among private schools. 
Are public and private schools significantly different? 
From a production perspective, there should not be significant differ-
ences between public and private institutions of higher education. Students+ 
Faculty, in an educational environment (which serves as a catalyst>, produces 
education. If they do exist, the differences appear belo w the surface in such 
areas as mission, scale, student services, etc . 
Typically , public institutions are vie wed as ef fi cient processors of 
large numbers of stude nt s, while privates tend to be viewed as selective as to 
quantity and type of student. It is interesting to note that the public 
institutions are, on average , larger than the privates. Economies of scale 
would suggest that size could increase efficiency, which is borne out in a 
higher Operating Margin/Total Assets+ Endowment than is found with the 
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private schools (2.88% vs 2.45%). But, the internal rankings do not suggest 
that either type of schools demonstrates increased efficiency with size. 
Other than the intangibles related to size and "atmosphere", the 
objectives of public and private education are quite similar. The differences 
in their strength attributes deal more with enrollment than perhaps with any 
other single factor. Instructional cost/full-time faculty is 1.3 times as 
high in public than in private, but this could reflect the fact that several 
of the public universities offer expensive graduate programs. Auxiliary 
Enterprise margins generated by publics averaged 7.3 times the margins 
generated by privates ($4,249,830 vs $578,901 ) . This could be indicative of 
the greater numbers of students "processed" or could represent the only way 
the schools have to offset inadequate state funding. The total assets plus 
endowment of the publics averaged 3.4 times those of the privates and the 
enrollment figures were 5.6 times higher. Though the number of full-time 
faculty was not available for four privates, the annual cost of instruction 
for publics exceeded that for privates by S16,000 per faculty member, perhaps 
again traceable to graduate programs in large public schools. 
The average total assets plus endowment per student for private schools 
was twice that of the publics because few of the public schools in Virginia 
have significant endowments and because of the lower enrollment of the 
privates. The private schools also spend more per FTES (S1,870 vs f995) and a 
greater percentage of their revenues (14.647. vs 9.297.}, on average, than do 
the public schools on "overhead". This may be reflective of the additional 
costs involved in significant development, i.e., fundraising, effort more 
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characteristic of private education than of public. While their tuition 
averaged 2.8 times that of public, privates gave 3.2 times as much in scholar-
ship/FTES. This still left a $4,405 - $2,660 = $1,745 difference between 
public and private in "gaptt less scholarship. Nationwide, fifteen years ago, 
the tuition gap between public and private education was $1,500; in 1987-88 it 
was $5,300 (The Chronicle of Higher Education, July 18, 1990, A-23). 
The function of Auxiliary enterprise margin appears to be the same in 
both types of schools to increase overall profitability. Four public 
schools (William & Mary, Longwood, Radford, and Norfolk State) had negative 
operating margins before auxiliary operations were added. Only Norfolk State 
and Christopher Newport had deficits in auxiliary operations, but Newport's 
was not sufficient to eliminate its operating margin. In the private schools, 
Emory & Henry, Ferrum, Randolph-Macon Women's, St. Paul's, Sweet Briar, and 
Virginia Union had deficits before auxiliary operations that were not erased 
by profitable auxiliary operations. Sweet Briar and Virginia Union had 
deficits before and in auxiliary operations as well. Bluefield, Hollins, 
Mary Baldwin, and Randolph-Macon overcame pre-auxiliary operations deficits 
with profitable auxiliary operations. 
On the efficiency side, the average public institution had a signifi-
cantly greater asset turnover (75% vs 51%) than did the average private 
school. This indicates more education per dollar of assets committed from 
public education -- which should be expected. Private schools, on the other 
hand, got a far greater yield on their academic expenditures (94% vs 43%) but 
spent considerably more on overhead than did the public institutions. Higher 
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tuition and greater amenities account for this result. Perhaps, students 
willingly pay more for private education to gain these inefficiencies, plus 
the inefficiencies of smaller size, smaller classes, more personalized 
attention, etc. 
In summary, fiscal size, tuition, and the ability to generate an 
auxiliary enterprise margin appear to be the dominant determinants of fiscal 
strength, from an accounting perspective. Asset turnover and minimization 'of 
overhead appear to be the most significant criteria in measuring operating 
efficiency. 
A Broader Perspective 
The picture which emerges from this analysis is clear. It shoNs that the 
qu~lity of an institution depends on the dollars available to it and that 
these dollars, in turn, produce quality. 
This is hardly a startling discovery. However, the specificity of the 
analysis may be interesting. While the quality of a school is a fllnct"ion of 
many factors, it turns out that just a few variables are the crucial ones. 
These are: tuition, faculty salaries, and endowment income (from the economic 
side) and fiscal size, tuition, auxiliary enterprise margin, asset turnover, 
and minimization of overhead (from the accounting side). 
Interestingly, scholarship expenditures are either statistically 
insignificant or are actually inversely related to quality, both from an 
economic and an accounting perspective. A plausible explanation for this 
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finding is that the social contract in today's world is one in which the aim -
both in the private and public ~~~tors - is to make family income neutral in 
terms of access to higher education. 
While the analysis in this paper, and the analysis in the literature on 
this subject, find a number of other relationships that are of interest (for 
example, spending for academic support is statistically significant in the 
private, but not the public sector>, the nub of the matter is that price, 
income and quality are inextricably intertwined. 
Of course, this is the way the world works and that this should be true in 
higher education is not (as indicated above) surprising. However, the 
implicatio~s are not trivial when viewed in a broader context. That context 
is that graduates of quality schools go on to high levels of achievement in 
the business and professional world and thus are in a position to ensure 
alma mater's continued success and alaa mater's continued ingestion of 
students whose socio-economic background prepares them well for entrance to 
prestigious schools and whose family income levels permit the payment of the 
high cost of higher education. 
Thus, the findings of this study •ight be summed up in the phrase from the 
popular song of the 192Os (Ain't We Got Fun) that wthe rich get richer and the 
poor get poorer." One might interpret this as evidence of the efficient 
working of a market system in which innate personal ability and~ supportive 
family background lead to high levels of output and productivity. Or, in the 
public arena, one might i nfer a political bias toward the successful institu-
tions resulting in higher funding. Or, one might interpret this as evidence 
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for the Marxi st view that the whole education system of a society is merely an 
in s t r ument for the fashioning of a sub-servient work force . 
That the graduates of quality schools do better in the business and 
professional world is shown in a study by Dolan, Schmidt and Jung (1985, 
Review of Economics and Statistics) in which a simultaneous equation ~odel was 
developed showing the interdependence of student ability, faculty salaries and 
alumni achievement and the role of various exogenous factors. The focus of 
that study was on the identification of patterns of resource allocation within 
a school that would produce successful alumni. The study concluded that 
"faculty salary, academic and administrative support ••• quality students and 
quality faculty, buttressed by ••• libraries, laboratories, and, more recently, 
computers, appear as the major cogs driving the educational process" (pp . 519-
520 ) . 
Although the data base for Virginia schools is more limited in this 
respect than for the Dolan-Jung-Schmidt study, analysis of this data set via 
two-variable regressions indicates that the production of Ph.D.s and Execu-
tives are related as follows: 
Executives= -6 . 99 + .0 0843(SAT> 
(3.9 2) 
R-square = .39 
Ph.D.s = 26.2 + .033(SAT> 
(3.52) 
R-square = . 33 
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That the quality of students appearing on these campuses is a function of 
family income and socio-economic status has been documented by the College 
Board, and set out at some length in a recent review article in the New York 
Review of Books. This is graphically illustrated in Figure (1). Taking the 
values in this graph and performing two-variable regression analysis indicates 
that SATs are a statistically significant function of income. The graph shows 
unambiguously, also, that scores on the SAT tests are a function of ethnic 
background . 
That financially disadvantaged s tudents lack access to higher education 
is not clear . The results in this paper indicate that there is an inverse 
relationsh ip between quality of students and scholarship aid (or that the 
relationship is not significant) . The Dolan et al study found the coefficient 
for the scholarship variable was negative (and significant at the . 01 level). 
However, at least one study <Machlis , circa 1974) found that low-income 
classes are under-represented in higher education and that t he wea lthy have a 
"disproportionately large number of students in attendance." 
Policy Implications 
The crystal-clear indications are, from this study , that higher education 
in Virginia is a product of , and a component of, the social and economic 
system. That this statement is tinged with an economic interpretation of 
history <Marxist, to some degree) should not blind one to its legitimacy and 
importance. 
It suggests that, in the first place, that the system has worked well in 
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the past and serves society well in the present. To us~ a perhaps tired 
cliche, whate ver is not broken should not be fixed . However, to say that the 
system ~orks generally well and effectively is not to say that there are not 
important possibilities for change. 
One important change is suggested and that is that consideration should 
be given to much higher levels of spending for low income and minority 
groups . The re sults of the present paper indicate that there is a definite 
thrust toward financial assistance to these groups. The algebraic signs of 
the coefficient for scholarship money and for government aid to private 
institutions would suggest this . Also, the apparent "spreading" of financial 
resources among the public institutions warrants such an inference. 
But the overriding evidence here is that this is only marginally effe c-
tive. The implication is that the term "massive" might be the operative 
term. Large doses of capital from the private and public sectors might be in 
order. A current recommendation to public education from ThP ~~~cation 
Commission of the States calls for: 
• providing more money for need-based student aid programs • 
• allowing students attending private colleges to use at lea st 
some state student aid funds even if they enroll in colleges 
that are outside their state • 
• including private colleges in competitive grant programs 
sponsored by the state • 
• considering paying private co ll eges to offer certain academic 
programs rather than creating new programs at public colleges. 
(The Chronicle of Higher Education, July 18, 1990, A1) 
A large infusion of capital could be effectively used at the e lementary and 
secondary school levels (see, e.g., the Dolan and Schmidt study, 1987, 
Economics of Education Review). Also, one might argue that the pricing system 
22 
in higher education should, in theory at least, involve even more price 
discrimination than is presently the case, e.g., the relative unprofitability 
of private schools vis-a-vis the public institutions . 
While these conclusions would appear to have considerable Sllpport in the 
context of this paper, an even broader context would sugges t that education is 
not the only scarce resource in society and that spendi ng for health, trans-
portation, corrections, defense, and recreation might create an opportuni ty 
cost that would preclude higher spending for education. The general equilib-
rium analysis required to address this matter is beyond the scope of this 
study. 
At the level of partial equilib r ium analysis and accounting evaluation, 
however, it is clear that quality, price and income are the key deter~inants 
of the nature of higher education. 
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